An initial question is how to define "taxation" in China.
Should the taxes paid by a state enterprise, for example, be distinguished from the profits transferred by the same state 4 enterprise to the government?
Should the agricultural tax be regarded differently from government purchases of grain at fixed prices?
China has classified profits from state enterprises and gI'ain purchases as distinct from taxation. While arguments can be made that these are forms of indirect taxation, there are also reasons to support, at least for purposes of study, the distinction made by the Chinese. Taxes are obligatory payments, fixed by law, to the government budget from the incomes or other property of organizations or individuals, paid in specific amounts at specific times. Profits from state enterprises are not obligatory by law, and are not required to be paid at specific times in specific amounts.
Unlike the agriculture tax, grain purchases are not added to the state budget.
It seems clear that the purpose for taxes, unlike other The most important taxes in China in terms of revenue raised are first, the industrial and commercial taxes (gong shang ye shui) , and second, the agricultural tax (nong ye shui).
Prior to the Second Five-Year Plan which began in 1958, the industrial and commercial taxes consisted of four separate taxes on both private and state industry and commerce:
(1) A Soviet-style turnover or circulation tax (liu tong shui) on 22 categories of key commodities, including tobacco products, alcoholic beverages, flour, matches, cotton thread, paper, cement, pig iron, nonferrous metals, rolled steel, coke, and others. The tax imposed only once in the production stream and was generally paid by the wholesale commercial organization upon receipt of the goods, or by the producer in case of a direct sale bypassing wholesalers. A different tax rate prevailed for each item, some calculated on price or value of the goods, and some based on volume. This tax, instituted in 1953, at the start of the First Five-Year Plan, replaced overlapping wholesale and retail taxes which varied greatly among the 6 regions and provinces.
(2) A commodity tax (huo wu shui) was imposed on the manufacturers (or transporters in the case of non-manufactured goods) of a range of commodities not subject to the turnover tax, including grain, silk thread, some edible oils.
Beginning in 1953, the tax was computed using the specified percentage for each commodity on the basis of wholesale A business tax (ying ye shui) was imposed on commerical (non-industrial) enterprises and on those industrial enterprises producing goods not subject to either the turnover or commodity taxes. The tax was assessed on volume of goods handled or produced at a rate fixed 8 according to the commodity, varying from 1% to 15%. actual production continues to be the practice in China today.
The tax is assessed on all land producing food grains, potatoes, and income-producing crops. The tax is collected principally There are a number of minor local taxes in China which are not included in the state budget. There is an urban real estate tax and license fees on vehicles including bicycles. 17 There is a livestock tax.
In the 1950s there were taxes on 78 hotels, restaurants, amusements, and slaughtering animals which 18 may still be in force.
Based on the limited materials reviewed at the time of writing this draft, a few preliminary propositions can be put forth:
1. Taxes were considerably more important sources of revenue in the early years after liberation and are considerably less important now.
As the figures on the appended In the early years after liberation when capitalists still owned various means of production, the new Chinese government offered income tax incentives to induce private investment in certain industrial production, as opposed to commerce. The largest tax reduction of 40% was available to certain machinebuilding enterprises. At the same time, state enterprises received preferential exemptions and tax reductions which effectively shifted the tax burden onto private enterprises. As noted, state enterprises were entirely exempt from the income tax. Beginning in 1954, they were exempted from paying turnover and business taxes on wholesale trade and turnover of semi-processed goods.
In 1955, the business tax was increased on private trade but was reduced in cases of trade with or on instructions of state cooperative organizations. Artisans and traders were induced to form cooperatives by income tax exemptions and business taxes.
Income taxes were automatically readjusted or indexed for inflation in the early years. Wage and price regulation prevented private enterprises from passing increased tax burdens onto consumers or employees. 21 Tax incentives of sorts still are afforded under the general principle of taxing industry lighter than commerce, and rural enterprises lighter than urban enterprises. A new tax reduction for rural industrial enterprises was announced in March 1979. 22 After land reform, a progressive agricultural tax was imposed in some parts of China to restrict the development of rich peasants. Following collectivization when the tax was made proportional, a 10-50% surcharge was imposed on the few remaining individual farmers to encourage them to join the collective movement. 23 Setting stable tax levels for fiveyear periods has already been mentioned as one means of encouraging increased agricultural production, both before and after collectivization. Agricultural tax exemptions are provided for newly-reclaimed wasteland in order to encourage such reclamation. 24 Volume 1, Number 1, Spring 1980 Taxation was not merely a revenue-raising system, but an important means of supervising and controlling both private enterprise and the financial and economic activities of cooperatives and state enterprises. The tax system was an effective check against the expansion or revival of petty trade, private capitalist and rich peasant economies.
3. There seems to be a surprising emphasis in the PRC tax system on regressive commodity and trade taxes. 
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The salt tax is the clearest example of a regressive tax which is a heavier burden on the poor than on those with surplus income. Similarly, the industrial and commercial tax both before and after consolidation had the effect of raising consumer prices for all, though the potential regressive effect may be offset somewhat by the preferential rates on foodstuffs and necessary consumer goods. It is difficult to estimate whether the agricultural tax has a progressive or regressive impact.
Local adjustments in the generally flat-rate proportional tax may provide a measure of progressivity.
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While there was an income tax on private business enterprises, at least prior to 1958, there has never been a tax on wages in the PRC, although wage differentials were large in the early years and still vary today, and although the First National Taxation Conference held in Peking in November 1949, had recommended instituting a tax on wages and rewards. 26 A 5% tax withheld on interest from bank deposits, bonds, and loans was instituted in 1950, but was repealed in 1959, although large bank deposits and government bonds were still outstanding at that time. 27 Although the First National Taxation Conference also recommended the establishment of a tax on inheritances, no inheritance tax has ever been established. So, the PRC remains a country where wealth can be freely passed from one generation to another, without taxation.
The justification for such a tax structure of indirect, regressive, or at best proportional taxes has to be its relative ease of administration. Collection of indirect taxes at points of production or distribution is clearly more easily accomplished than collecting directly from millions of individuals or collectives. It could also be argued that the reasons for a progressive tax structure had largely disappeared with the completion of the socialization of industry and the collectivization of agriculwre around 1958. Differences in income today, it could be pointed out, exist only because it is government policy that such dif-ferences be tolerated. If it were government policy to narrow the differences, more direct methods are available than progressive taxation.
4. Despite lack of detail and incompleteness in the tax regulations which could be expected to result at times in unevenness and uncertainty in application of taxes, the PRC tax system seems to have provided a reliable flow of revenue with minimal costs or problems.
In the early years of the PRC, despite the promulgation of tax regulations, a system of "democratic evaluation" was extensively employed by which businessmen were asked to suggest each other's tax obligations, which were then established by committee.
Resort to this method could be attributable to poor accounting practices, as well as to insufficiently specific regulations.
Committees were also widespread in the countryside to determine the average annual harvest for each piece of land. 28 Despite the simplification of the tax structure and the underlying social structure in the 1950s, it can be anticipated that the deter- 
